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WARNING

This document contains information affecting the na-
tional defense of the United States within the meaning
of the Espionage Act, 50 US.C, 31 and 32, as amended.
Its transmission or the revelation of its contents in any
manner to an unauthorized person is prohibited by law.
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The swift resumption of the Chinese Communist
attack in Central China has clearly belied Nationalist claims
of a major victory near Bsuchou and has again made it evi-
dent that the total collapse of organized military resistance
by the National Government is only a question of time. The
pattern of the present all-out Communist campaign is deter- -
mined by the Communist intention to destroy the effectiveness
of the Nationalist military field forces, not merely to capture
Nanking. Whether weeks or months are required for the
Communist columns to achieve their mission will depend
largely upon how long Chiang Kai-shek can retain the loyalty
and the will to fight of an effective number of his troops.

France has continued during the past week to be
the chief target of the Soviet Union's offensive against the
European recovery program and western European defen-
sive planning. Apparently convinced that France is the
weakest link in the ‘vestern front, the Kremlin has seized
upon French dissatisfaction with the Ruhr arrangements and
has sought to convince the French that US defense plans for
western Europe involve the abandonment of France (see
page 9). Meanwhile, in an effort to throw the full strength
of world-wide Communist labor against the European recov-
ery program, Soviet and Satellite labor unions have been
directed to make financial contributions supporting the
French coal strikes (see page 10).

SECRET
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Propaganda Forum Continning East-West tension has tims
far prevented the current session of the
UN General Asserbly from contributing substantially to a
solution of the erttical world-wide problems it has had to
face. Instead, the GA has been primarily a propaganda foram
before which the major powers have sought to influence world
opinion. In this propaganda battie, the USSR has had consider-
_ able influence on the uncritical, war-weary masses by initiat-
ing such catchpenny proposals as redaction of armaments and
abolition of the atomic bomb. Although these Soviet resolu-
tions were ultimately defeated, the propaganda value the west-
ern powers derived from defeating them was blunted by long
weeks of sub-cammittee deltberations. Moreover, as long
as the USSR continues its obstructionist tactics, GA approval
of western proposals will constitute mere recommendations
and notice to the world that the majority of the nations support
the western position in such matters as atomic energy, con~
ventiomal armaments, Greece, and the Little Assembly. In
fact, such major constructive efforts toward tnternational co-
gperation as t‘;ﬂ:‘e(l!ux-opean_ x)'ecovery program and westera
European union (8ee page 7) have taken place largely outside
the UN. Meanwhile, the critical Berlin dispute remzlns un-
solved and temporarily in abeyance and the UN has had only
limited success in preventing actual fighting or eliminating
threats to peace in such troubled areas as Palestine, Iadia,
‘!;a;. llgt;rea, and Indonesia (see page 15), and Greece (seo

Palestine  Clarification of the US and British positions re-
garding the Palestine dispute, while improving
the chances that the GA will take some action toward a final

settiement at this session, presents the Assembly with the
difficult problem of choosing between the two differing points
of view. The UK favors having the GA clearly define the final
terms of settlement based on the Bernadotte plan, while the
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US favors recommending a settlement based on both the
1847 partition resolution and the Bernadotte plan, with ter-
ritorial adjustments left to negotiation between the two parties.
The Assembly will probably follow the US lead and leave final
determination of boundaries to direct negotiations in the field.
Although this solution would free the Assembly of the diffi-
cult task of trying to formulate a detailed settlement, it
involves two risks: (1) the delay might permit the Israelis
to get even more out of hand, thus prolonging the chaos in
the Near East; and (2) the Arab states, which have repeatedly
expressed reluctance to negotiate with Israel, might balk at
bargaining with Israel directly instead ¢f having the general
outline of a settlement forced on them by UN action.
Meanwhile, Israeli control of the Negeb appears
assured,notwithstanding Israel’s acceptance of the Security
Council directive to withdraw from the Negeb those troops
which had been brought into the area since the beginning of the
14 October Jewish offensive. Although the Israelis have with-
drawn from their coastal positions, they have yielded little
important ground and have refused to give up the strategic city
of Beersheba, which they captured from the Egyptians after
14 October. Moreover, the Egyptian retreat has left the Negeb
supply routes in the hands of the Israelis. It now appears that
the Israelis, strongly backed by the main army to the north,
have sufficient strength in the Negeb to prevent the Egyotians,
even with reinforcements, from retaking the area.

Italian Colontes  Difficulty of agreement on the complex

NMalian colonies question and pressure to
adjourn on schedule may lead the UN General Assembly to
postpone disposition of at least part of the colontes. A partial
solution which would return Somaliland to Italy and cede to
Ethiopia all of Eritrea except the Moslem western province
will meet little opnosition in the GA and will probably be

- -3-
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approved at this session. In the case of Libya, the most im-
portant colony, the problem of reconciling widely divergent
views will make agreement difficult. The USSR will oppose
all proposals except its own, which calls for direct UN trus-
teeship for all colonies with an advisory council including
the USSR, but acceptance of the Soviet proposal is unlikely.
The Aradb states may support British trusteeship over a
united Libya as an alternative to their desire for Libyan
independence, but their supnort will be offset by opposition
from the pro-Italian Latin American states. Although the
Latin American bloc and most western European states

will probably accept British trusteeship for Cyrenaica, they
favor return of Tripolitania to Italy. However, there will
be great opposition to returning any part of Libya to Italy.
Under the circumstances, weary Assembly delegates might
agree to grant trusteeship over Cyrenaica to the UK and to
postpone action on the rest of Libya pending further study.

India-Pakistan The UN is once again faced with finding a
solution to the India-Pakistan dispute, as
relations between those countries contime to deteriorate
over the Kashmir situation. India has reinforced its troops
in Kashmir, increased its air operations, and extended its
positions in certain areas. Despite public and private denials
by India, Pakistan is convinced that the Indian Army is about
to launch a strong offensive. The Government of Pakistan
has therefore appealed to the UN and to the UK for preventive
action, meanwhile reportedly reinforcing its own positions
along the Kashmir border. Rt is always possible that the
increased tension between the two dominions may develop
into war; however, winter weather, Pakistani and Indian fear
of the disastrous consequences of full-scale war, and con-
timing UN concern are expected to prevent the outbreak of
a major conflict.

SECRET
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Iran H the expected increase in Soviet pressure on Iran
materializes, the Iranian Government may nnd it
expedienttohﬂormﬂxeSecurityCo\mcﬂdﬂerSSR 8
threatening conduct, (The SC is still seized of Iran’s
1948 case against the USSR, although Iran has been reluctant
to inform the SC of subsequent developments.) Already
Soviet Ambassador Sadchikov, who recently returned to
Tehran after an absence of several months, has reportedly
declared that Iran must grant the USSR an oil concession
and must get rid of the US military missions. The USSR
recently assigned a vice-consul to Bandar Shapur, in the
strategically important oil and shipping area of southwestern
Iran. (Bandar Shapur was chosen by the Iranian Army as the
port of entry for military supnlies purchased from the US.)
Moreover, the current near-collapse of the Iranian Govern-
ment as a result of the irresponsibility and inactivity of the
Majlis provides rich material for pro-Soviet propaganda.
The pro-Soviet Tudeh Party has increased its strength and
expanded its activity far above the 1947 level. A possible
new source of gutdance for the Tudeh (as well as for covert
activity in general) has appeared with the arrival in Tehran
of a new Rumanian Minister with a staff of eight, most of them
Moslems; it is alleged that this group is to establish a Com-
inform headquarters for the Middle East tn Iran. In view of
these developments, it appears likely that the Kremlin is
planning a strong offensive against Iran through both clan-
destine and diplomatic channels.
Korea The Korean National Assembly has requested UN
approval for continued maintenance of 1J§ occupa-
tion troops in South Korea. Fearful of eventual Communist
domination, the South Korean Government has appealed
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concurrently to the US to postpone witixirawal of the troops
and to aid in the establishment of a military mission which
would further the training of Korean defense forces. Al-
though the USSR will bitterly oppose the Korean request,
the GA will probably phrase its resolution on recognition
of a Koreangovemmenthxsnchamnnerastopermitvs
troops to remain for the time being.

SECRET
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Atlantic Pact The question of participation in a proposed
Atlantic pact by outside countries is assum-
ing major significance as the five Brussels Pact powers

- draft a proposed agreement for discussion with the US and

Canada. Inclusion in the proposed pact of such countries as
Portugal, Raly, Iceland, Denmark, Norway, and Ireland raises
two questions: (1) whether these countries will enter into

any pact and the conditions they are likely to seek; and (2)
whether the five Brussels Pact powers themselves wish to
expand any alliance at this early date. For example, Nor-
way and Denmark are under strong pressure from Sweden

to join a neutral Scandinavian bloc and they will probably
seek concrete assurances of US aid before committing them-
selves. Ireland has stated that it will insist upon a favorable
settlement of the partition problem as a condition to its entry.
Portugal may seek to have Spain included in the pact. In Htaly,
there is some division of opinion even in the majority Chris-
tian Democratic Party over the advisability of Italian align-
ment with the west, although De Gasperi and Sforza are trying
to direct the Italian public in this direction.

Some western union powers, moreover, may feel that
the new Atlantic grouping should ﬂrst be conﬁned to the US,
Canada, and the five Brussels powers before making any
broader commitments. These powers may believe that early
inclusion of countries with limited military potential would
spread avaflable US aid too thinly, dilute their own military
strength,and extend their commitments beyond their present
capabilities.

GERMANY
Economic Difficulties The western German economy may
be seriously dislocated as a result

of shorlages in bread and reduced industrial production which
are expected to develop during the next six months. Unless

-7 -
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western German farmers step up their grain deliveries,
bread will be in short supply in the spring and summer of
1949. Price increases of 25% on wheat and rye fafled to
insure good delivery and farmers have staged an extensive
“‘sit-down’’ strike in protest against the increasing dis-
parity between agricultural production costs and the market
price of their products. Meanwhile, industrial production
in western Germany, already sharply curtailed by power
plant failures, may be further reduced by a continuing
shortage of electric power. Industrial production during
October was less than in September, thus reversing the
1948 trend of monthly increases in production. In an
attempt to increase the supply of maintenance and replace-
ment parts for electric power machinery, the British Mili-
tary Government has halted the dismantling of the electro-
steel production facilities of various steel plants and the
American Military Government is considering restricting
the use of electricity for non-essential purposes. German:
afficials, however, maintain that much more special equip-
ment used in producing electro-steel will be necessary to .
break the bottleneck in power production. Stringent alloca-
tion of electricity to consumers throughout western Germany,
therefore, can probably be avoided during the coming winter
only if German authorities effect immediate economies in
the use of electric power.

ITALY

Political Disagreements A split in the Christian Demo-

' cratic Party or even a change in
the premiership of Italy may eventually result from demands
for drastic social reforms and a shift in Ialian foreign policy
from its present pro-western orientation to absolute neutrality.

SECRET .
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These demands are being pressed by &2 minority left-wing
group of the Christian Democratic Party under the leader-
ship of Glovanni Gronchi, Although Premier De Gaspert
still has the support of the majority in his party for his
moderate reform program and pro-western foreign policy,
Gronchi’s exploitation of widespread popular desire for
social reforms and strict neutrality may increase pressure
on De Gasperi from other left-wing groups. The moderate
Socialists in the Government, for example, in order to keep
their worker-following, may feel it necessary to insist upon
sweeping domestic reforms and may be forced into a posi-
tion of criticism of the Government.

FRANCE

Soviet Pressure The Soviet Union continues to exploit
French defeatism and fears of a resur-
gent Germany. Apparently coavinced that France is the
weakest 1ink in western European defensive plamning, the
USSR has: (1) chosen France as the place to concentrate
Communist attacks upon the European recovery program;
(2) stepped up its propaganda campaign against western
plans for Germany and the Ruhr; (3) implied that the Spanish
Pyrenees, rather than the Rhine, would be the US “‘frontier’’
in Europe; and (4) indirectly proposed on & governmental
level, that France renounce the western bloc in order to
insure world peace and French security. Ata time when
France’'s internal problems portend the fall of the Queutlle
Government and the rise of De Gaulle, the Kremlin can be
expected to continne its cynical explottation of French fears
and prejudices which has already caused many Frenchmen
of varying political convtctims to consider critically the
implications of France’s alignment with the west.

SECRET
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Communist Labor Soviet determination to throw the full,
world-wide resources of Communist

labor against the European recovery program is manifested

by Soviet support of the striking French coal miners. The

Communist-controlled Secretariat of the World F ederation

of Trade Unions (W¥TU) has called for ‘‘tangible demonstra -~

tions’’ in supnort of the French miners. Simultaneously,

the Soviet, Polish, Czechoslovak, Yugoslav, and Rumanian

labor movements have contributed 90,000,000 francs (about

$288,000). This unprecedented public aid, which actually

is insignificant in comparison to the total clandestine Soviet

support of the French strike, clearly demonstrates the all-

inclusiveness of the Soviet effort to sabotage the European

recovery program. The WFTU appeal, directed primarily

to western labor, may draw minor contributions from left-

wing labor groups in aly, the UK, and the US. However,

the apoeal will be flatly rejected by British and US national

labor organizations which support the European recovery

program and will hasten their formal withdrawal from WFTU.

Jewish Emigration The recent departure from Bulgaria of
3,500 Jews bound for Israel suggests
that the USSR may now be stepping up its long-range program
to evacuate as many of the 700,000 Jews from eastern Europe
as pessible. Anti-Semitism not only is still strong in east-
ern Europe but has actually increased since the war, because
a number of Jews are holding cabinet posts in the unpopular
Communist governments of the Satsilites. Moreover, the
Kremlin probably censiders that eastern European Jews are
a politically unreliable group and would better serve Soviet
aims if they were removed to Israel. In addition, Soviet

- Sponsorship of such a mass emigration movement would

- 10 -
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enable the USSR: (1) to infiltrate a considerable number of
Communist agents into Palestine; and (8) to reap nmch
favorable publicity among pro-Zionist groups outside the
Tron Curtain.

GREECE

New Govermment The new Greek Government which was
sworn in on 18 November will probably

not survive long. Prime Minister Sophoulis, whose reshuffled

government survived an immediate vote of confidence by a

slim margin of two, obtained a parliamentary recess until

1 February 1949 which will permit the government to act freely

without risking another test of strength. Nevertheless, the

government lacks the confidence of the neople, who feel that

it differs little from its predecessor and can offer nothing

new in the way of concrete plans or inspiration in the struggle

- against the guerrillas. Consequently, there is more than an

even chance that some combination of parliamentary opposi-
tion and public opinion will force the government out of office
even before 1 February. What sort of government would then
emerge {8 problematic. Likely possibilities are anocther re-
shuffle, which would satisfy no one, or a regime led by a
popular military figure, backed by the Palace, which might
briefly rally the comtry. Unless Greece’s basic problems
are quickly and effectively attacked, however, a war-weary
people and a dangercusly disfllusioned army might force on
the politicans far more drastic thanges than temporary parlfa-
mentary adjustments.

-11-
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BRITBH~-ARAB RELATIONS

The long-standing plans of the UK for
ties with the Arab states may be materially aided by curremt
mawmmmunmmm Although
anti -imperialist, nationalist sentiment continues strong in both
countries, Arah weakness as disclosed by the Palestine war has

Egypt The Palestine debacle has forced Egyptian lenders to

think over the possibility of resuming the Anglo~
Egyptian treaty negotiations which broke down last year. King
Farouk reportedly favors the resumption of diacussions, and
ex-Prime Minister Sidky Pasha has declared that a treaty with
the UK is essential to Egyptian interests. Egyptian nationalists,
however, are strongly opposed to British conditions for a satis-
factory ment:mmely,retenﬂmdﬂﬂﬂshtroopaand
maintenance of British operational bases in Egypt’s vital Nile
Delta-Sueg Canal area. Thus it will be difficult for the Egyptian
politicians who have encouraged and capitalized on anti-foreign
feeling to admit publicly the necessity of negotiating with the
British. Prime Minister Nokrashy Pasha, who has been un-
compromising in past Anglo~-Egyptian negotiations, would
probably have humpplamcbetmnrtousmgouauom
could begin. At present, Sidky appears to be the most likely
candidate for Nokrashy’s post.

Iraq Iraqi leaders are apparently beginning to discover that
the substitution of a policy of nationalism for their
former role as the ‘“‘victim of British imperialism’’ gives

little promise of solving their current political and economic
difficulties, Natiomalism in Iraq reached its peak in Jammary 1048,

SECRET
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when anti-British demonstrations inspired by the Indepen-
dence Party resulted in the rejection of the iraqi-British
Portsmouth Treaty and the fall of the Jabr Government, which
sponsored the treaty. Since them, military disiliusionments
in Palestine and the steadily deteriorating economic situa-
tion have caused some officials to entertain serious douts
regarding the wisdom of their vresent course. Former "rime
Minister Jabr, who fled the country last wiater in fenr of ,
his life, has returned without occasioning any disturbances,
and several other leaders who fell from grace because of
their pro-British leanings have returned to public life.
Moreover, the present Prime Minister receatly received

a vote of confidence following a speech in which he urged
greater \nglo-Iraqi collaboration and defended the Ports-
mouth Treaty. Although the basic inclination of many Iraqi
leaders is probably against the strengthening of ties with the
west, they realize that the exigencies of their present situa-
tion may make such steps necessary.

-13 -
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Military Situation The Commun istshawshppodupﬂnlr
Central China drive, only a few days
after the Natiomalists claimnd tlny had brohn the back of
the Communist attack with a “major victory’ alomg the G
Cannl east of Hsuchou. The Natiomalist Tth Army
several additional divisions were destroyed in this ““maj
victory,’’ and subsequent Natiomlist attempts to re-open the
Hsuchou -Nanking rafilway were halted by the Communists.
The main effort in the curreat Communist drive, in which
at least 11 columns are participating, is from the southeast
and east where the principal Nationalist defense forces are
in danger of being encircled and cut off from the garrison
in Hsuchou. Natiomalists in the Pangfou and the Mengcheng
areas are also in danger of being separately encircled. H
the encirclement of these Nationalist pockets of resistance
is quickly achieved, the Government units involved will
probably choose capitulation rather than amnthilation and
the defense complex north of Nanking will collapse. In
North China, Comnmnist troop movements through several
great wall passes indicate that a major Communist effort
might possibly be undertaken in the area east of Peiping.
¥u Tso-yi, Natiomalist commander, may stay in the Pefping-
Tientsin area for at least one major engagement, prior to
befing forced to withdraw westward into Suiyuan.

Sinkiang Deadlock The long-standing deadlock in Sinkiang
between Chinese officials and pro-Soviet
111 dissidents may be resolved by an understanding between

Soviet representatives and Chang Chih-chung, top Chinese’
official for northwest Chima. Developments during the past
six weeks indicate a more conciliatory attitude on both sides,

-14 -
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and suggest that a comprehensive settlement may be reached
in the future. In view of the imminent collapse of the National
Government and of Chiang Kai-shek’s rejection of Chang
Chih-chung’ 8 suggestion for negotiations with the Communists,
the latter may attempt to carve out a domain for himself in
China’s northwest. The USSR might undertake to reconcile

the differences between the 11i group and Chang Chih-chung

in exchange for Chinese acceptance of Soviet terms for re-
newal of the Sino-Soviet airline, and other economic conces-
sions in Sinkiang. This would assure the USSR a more friendly

neighbor in Sinkiang and facilitate eventual consolidation of
Soviet control over the entire province.

Formosan Revolt A revolt for Taiwan’s independence from

China may be staged when Nanking falls.
The Formosan League has rejected both Chinese Nationalist
and Communist bids for cooperation and has sought potential
US aid by stressing the League’s non-Communist orientation.
Although their revolutionary capabilities appear limited, the
Taiwanese, fortified by their dislike of the Chinese and by the
rapid disintegration of the Chinese National Government, may
be able to produce a formidable revolt.

INDONESIA

Dutch intentions The recent Dutch Cabinet decision to con-
tinue negotiations with the Republican Indo-
nesians may presage an all-out Dutch effort to push through
a solution to the Indonesian problem. The Cabinet decision was
made despite strong opposition from right-wing members and
probably does not reflect any basic change in the Dutch policy
toward Indonesia. However, the announcement of this decision,
together with the dispatch of a Dutch delegation to Indonesia,

-15 -
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will enable the Dutch to claim--~if they later find it necessary
to resort to ‘‘police action’ - -that they have left no stone un-
turned in their efforts to solve the dispute. The recent recon-
vention of the Dutch-sponsored Bandoeng Conferences of
non-Republican Thdonesian Federalists may also be designed,
if negottations with the Republicans fail, to bolster a Dutch
ciaim that the trouble in Indonesia is merely factional and
that any subsequent military action i8 necessary to protect
Dutch interests. Nevertheless, tndications by the Dutch and
Indonesians of a desire for an early settlement have for the

first time in several months increased the prospects for such
a settlement.

- 16 -
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ARGENTINA

Soviet Propaganda  Soviet propaganda is now casting Argentina
in a new role,as imperialistic collaborator
with the US, This is iIn marked contrast to earlier propaganda,
which had persistently exaggerated and emphasized US-Argentine
friction. The USSR may have been prompted to portray Argen-
tina as a funior partner of US ‘‘imperialism’ by:(1) recently
concluded arrangements for the US to send a military mission
to Argentina; (2) US Ambassador Bruce’s recent description
of Argentina as “‘a vital bulwark in defense of the hemisphere’’;
and (3) reports in Europe that the US is pressuring ‘‘doubtful”’
states to align themselves more closely with the western bloc.
These Soviet allegations, if continued, may cause Argentina
to retaliate by reducing or eliminating its already limited co-
operation with the USSR and at the same time may provide new
impetus to Peron’s anti-Communist campaign.
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18 ....... .. . Director of Plans and Operations,General Staff, U.S.Army
19. ........ Deputy Chief of Staff (Operations) U.S. Air Force
20. ........ Deputy Chief of Naval Operations(Operations)
21. . ....... Director of Plans and Operations, U.S. Air Force
22,23.24. .. .. Special Assistant to Secretary of State, Research &

Intelligence

25,26,27,28,29, Director of Intenigence General Staff U.S. Army
30 31 32 33 34.

35,36, 37 38 39 Chief of Naval Intelligence
40, 41 42 43 ,44.

45,46, 47 48 49 Director of Intelligence, U.S. Air Force

50, ........ Director of Security and Intelligence,Atomic Energy Comm.
5t. .. ... ... Executive Secretary,Military Liaison Committee, Atomic

Energy Commission

52,53,54,55,56. Chief,Acquisition & Distribution Division,OICD,Dept.State

87. . ....... Director, Federal Bureau of Investigation
88. . .. ... .. Secretnry, Joint Chiefs of Staff
59. . ....... Chief, Policy Planning Staff,Dept.State
60......... Secremry of State (Attention: Chief,Policy Reports Staff)
61......... Deputy Director, Joint Intelligence Group, Joint Staff
62,63....... - Secretary, Joint Intelligence Group, Joint Staff
64. . ... .... Director, Joint Planning Group, Joint Chiefs Staff
65......... US Air Force Representztive on Joint Strategic

- Survey Commiittee
66,67....... Secretary, State-Army-Navy-Air Coordinating Committee
68......... Administrator Economic Cooperation Administration
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